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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 


Enclosed  is  the  report  on  the  audit  of  the  Montana  Veterans'  Home 
for  the  two  fiscal  years  ended  June  30,  1982. 

The  audit  was  conducted  by  David  Sather,  Jr.,  CPA,  under  a  contract 
between  the  firm  and  our  office.  The  comments  and  recommendations 
contained  in  this  report  represent  the  views  of  the  firm  and  not 
necessarily  the  Legislative  Auditor. 

The  agency's  written  response  to  the  report  recommendations  is 
included  in  the  back  of  the  audit  report. 


Respectfully  submitted. 


/Uj^i?. 


Robert  R.    Ringv^c^od 
Legislative   Auditor 
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SUMMARY  OF  RECOMMENDATIONS 

Below  is  a  listing  of  all  recommendations  together  with  a 
notation  as  to  whether  the  agency  concurs  or  does  not  concur 
with  each  recommendation.   The  full  reply  of  the  Department 
of  Institutions  is  included  in  the  back  of  this  report. 


1.  Record  gifts  and  donations  in  the  home's 
financial  records. 

Agency  Reply:   Concur  for  gifts,  do  not  concur 
for  donated  goods.   See  page  23. 

2.  Implement  an  adequate  property  management 
system. 

Agency  Reply:   Concur.   See  page  23 . 

3.  Take  steps  to  reduce  the  number  of  correcting 
entries  made  each  year. 

Agency  Reply:   Concur.   See  page  23 . 

4.  Comply  with  puchasing  division  regulations. 
Agency  Reply:   Concur.   See  page  24. 

5.  Record  all  personal  service  expenditures  in 
the  financial  records. 

Agency  Reply:   Do  not  Concur.   See  pages  24  and 
25. 
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APPOINTIVE  AND  ADMINISTRATIVE  OFFICIALS 
MONTANA  VETERANS'  HOME 

M.  Patrick  Estenson  Superintendent 

James  C.  Moriarty  Administrative  Officer 

DEPARTMENT  OF  INSTITUTIONS 

Carroll  South  Director 

James  L.  Haubein  Administrator 

Management  Services 


INTRODUCTION 

We  completed  a  financial/compliance  audit  of  the  Montana 
Veterans'  Home  (MVH),  which  is  under  the  general  supervision 
of  the  Department  of  Institutions.   The  objectives  of  the  audit 
were  to:   (1)  determine  if  the  MVH ' s  financial  statements  present 
fairly  its  financial  position  and  results  of  operations  for  the 
fiscal  years  ending  June  30,  1978  and  June  30,  1982;  (2)  deter- 
mine if  the  department  complied  with  applicable  laws  and  regula- 
tions; and  (3)  make  recommendations  for  improvement  in  the  man- 
agement and  internal  controls  of  the  department. 

GENERAL 

The  Montana  Veterans'  Home  was  established  in  1895  by  the 
Fourth  Legislative  Assembly.   Located  in  Columbia  Falls,  the 
home  provides  subsistence  and  care  for  honorably  discharged  vet- 
erans and  their  spouses  who  have  become  unable  to  earn  a  liveli- 
hood by  reason  of  such  service,  or  because  of  age. 

The  home  averaged  70  members  in  the  domiciliary  unit  during 
1982  and  39  members  in  the  nursing  care  unit. 

In  1981,  the  Legislature  authorized  construction  of  a  new 
nursing  home  wing.   Architectural  and  planning  work  was  completed 
during  the  period  of  our  audit,  and  construction  began  October  9, 
1982. 

The  home  is  under  the  general  supervision  of  the  Department 
of  Institutions.  The  chief  operating  officer  at  the  home  is  the 
Superintendent . 


INTERNAL  CONTROL 

As  part  of  our  examination,  we  made  a  study  and  evaluation 
of  the  MVH ' s  system  of  internal  accounting  control  to  establish 
a  basis  for  reliance  thereon  in  determining  the  nature,  timing, 
and  extent  of  other  auditing  procedures  necessary  for  expressing 
an  opinion  on  the  financial  statements  and  to  assist  in  planning 
and  performing  our  examination  of  the  financial  statements. 

Our  study  and  evaluation  of  the  homes  system  of  internal 
control  included  an  evaluation  of  all  significant  control  systems 
as  follows: 


cash  -  expenditures 

payroll  -  fixed  assets 

revenue  -  accounts  receivable 

budgeting  -  inventory 
purchasing 


Our  study  and  evaluation  was  more  limited  than  would  be 
necessary  to  express  an  opinion  on  the  system  of  internal  ac- 
counting control  taken  as  a  whole. 

The  management  of  the  home  is  responsible  for  establishing 
and  maintaining  a  system  of  internal  accounting  control.   The 
objectives  of  internal  accounting  control  are  to  provide  reas- 
onable, but  not  absolute,  assurance  as  to  the  safeguarding  of 
assets  against  loss  from  unauthorized  use  or  disposition,  and 
the  reliability  of  financial  records  for  preparing  financial 
statements  in  accordance  with  generally  accepted  accounting  prin- 
ciples and  maintaining  accountability  for  assets.   The  concept 
of  reasonable  assurance  recognizes  that  the  cost  of  a  system  of 


internal  control  should  not  exceed  the  benefits  derived  and  also 
recognizes  that  the  evaluation  of  these  factors  necessarily  re- 
quires estimates  and  judgments  by  management. 

Our  examination  was  made  for  the  limited  purpose  described 
in  the  first  paragraph  and  would  not  necessarily  disclose  all 
weaknesses  in  the  system  of  internal  accounting  control  because 
it  was  based  upon  selective  tests  of  accounting  records  and  re- 
lated data.   Accordingly,  we  do  not  express  an  opinion  on  the 
system  of  internal  accounting  of  the  Montana  Veterans'  Home  as 
a  whole.   However,  our  tests  did  not  disclose  material  weaknesses 
in  internal  control.   Those  internal  control  weaknesses  identified 
during  the  audit  that  warrant  management  attention  are  described 
in  various  sections  of  this  report. 

The  preceding  paragraphs  are  intended  solely  for  the  use  of 
management  and  the  legislature  and  should  not  be  used  for  any 
other  purpose.   This  restriction  as  to  use  is  not  intended  to  limit 
the  distribution  of  this  document  which,  upon  acceptance  by  the 
Legislative  Audit  Committee,  is  a  matter  of  public  record. 

NEW  CONSTRUCTION 

The  1981  legislature  authorized  $1,850,000  for  construction 
of  a  new  50  bed  nursing  care  unit.   The  new  construction  is 
partially  in  response  to  prior  audit  reports  and  Veterans' 
Administration  (VA)  inspections.   These  reports  found  violations 
of  Life  Safety  Codes.   The  VA  has  granted  provisional  approval 


to  the  home  to  allow  time  to  correct  the  deficiencies.   It  is 
anticipated  that  when  the  construction  is  complete  that  the 
deficiencies  will  be  corrected. 

A  summary  of  construction  appropriation  authority  and 
expenditures  during  the  audit  period  is  included  in  the  notes 
to  the  financial  statements. 

CERTIFICATE  OF  NEED 

After  receiving  appropriation  authority  for  construction, 
state  officials  began  the  planning  process  and  made  initial  ex- 
penditures for  architectural  work.   Federal  law  requires  issu- 
ance of  a  certificate  of  need  for  all  capital  expenditures  made 
by  nursing  care  facilities  or  hospitals.   The  home  sought  and 
received  the  certificate  of  need,  which  is  approved  by  the  Di- 
rector of  the  Department  of  Health  and  Environmental  Sciences. 

Officials  of  the  home  and  the  Department  of  Institutions 
expended  considerable  staff  time  preparing  documents  to  support 
the  certificate  of  need.   Since  expenses  could  not  exceed  $150,000 
without  the  certificate,  planning  and  architectural  work  stopped 
and  construction  was  delayed  approximately  five  months  during 
the  review  and  approval  process. 

The  home  complied  with  federal  law  in  this  matter;  however, 
the  value  of  the  certificate  seems  questionable  since  it  places 
a  state  department  head  in  the  position  of  approving  or  rejecting 
capital  expenditures  approved  by  the  legislature. 


We  make  no  recommendations  in  this  section;  however,  the 
state  should  realize  considerable  savings  if  state  medical 
care  expenditures  were  exempt  from  requirements  for  a  certifi- 
cate of  need. 


GIFTS  AND  DONATIONS 

The  home  receives  gifts  and  donations  each  year,  primarily 
from  the  Montana  Veterans'  Home  Memorial  Foundation.   The  foun- 
dation was  established  in  1973  to  receive  donations  and  gifts 
for  the  home. 

Gifts  and  donations  received  from  the  foundation  are  not 
recorded  in  the  home's  financial  records,  and  therefore  the 
total  operations  of  the  home  are  not  reflected  in  the  financial 
statements . 

Unaudited  information  prepared  by  the  foundation  list  ex- 
penditures of  $3,768  in  1980  and  $1,766  m  1981.   Expenditures 
include  equipment  and  improvements  and  an  annual  Christmas  party 
for  the  members. 

During  the  period  of  an  audit,  the  home  received  most  of  its 
bread  and  pastry  requirements  as  donations  from  a  local  bakery. 
These  gifts  directly  benefit  the  home  but  are  not  reflected  in 
the  financial  statements.   This  understates  both  the  revenue  and 
operating  expenses,  although  the  amounts  are  not  material  to  the 
home's  financial  statements. 


Recording  this  on  the  Statewide  Budgeting  and  Accounting 
System  presents  certain  mechanical  problems  since  recording  the 
gift  may  require  additional  appropriation  authority.   The  same 
problems  exist  at  each  institution  which  receives  donations. 

RECOMMENDATION 

We  recommend  that  the  home  record  gifts  and  donations  in 
the  home's  financial  records. 


PLANT,  PROPERTY  AND  EQUIPMENT 

Prior  audits  have  noted  that  the  home  does  not  have  an 
adequate  property  management  system.   Our  review  found  that 
this  is  still  true.   The  home  has  made  considerable  progress 
in  implementing  a  property  management  system  and  anticipates 
implementing  the  system  during  fiscal  year  1983. 

During  the  period  of  our  review,  we  found  that  historical 
costs  records  were  not  available,  inventory  records  were  in- 
adequate and  items  were  not  tagged.   Therefore,  we  could  not 
audit  the  home's  plant,  property  and  equipment  and  a  statement 
of  General  Fixed  Assets  required  by  generally  accepted  accounting 
principles  could  not  be  prepared. 

RECOMMENDATION 

We  recommend  that  the  home  implement  an  adequate  property 
management  system. 

EXPENSES  AND  PURCHASING 

MCA  17-2-108  requires  that  if  an  agency  has  non-general  funds 


available,  they  must  be  spent  first,  before  expending  money  from 
the  general  fund.   The  Montana  Veterans'  Home  has  several  federal 
and  private  revenue  accounts.   These  funds  collect  and  account 
for  payments  from  members  for  care  and  payments  from  the  Veterans 
Administration.   Because  the  federal  and  private  revenue  accounts 
do  not  always  have  cash  when  expenses  come  due,  payment  is  fre- 
quently made  from  the  general  fund.   Later,  a  correcting  entry  is 
made  to  reclassify  the  expense  as  federal  and  private  expense. 
During  the  fiscal  year  ended  June  30,  1982,  over  1800  lines  of 
correcting  information  were  input  into  the  Statewide  Budgeting 
and  Accounting  System  to  reclassify  expenses.   This  represents  a 
significant  portion  of  the  home's  total  accounting  activity. 

Several  solutions  are  available  to  reduce  the  volume  of 
accounting  transactions.   The  home  could  request  a  loan  from  the 
general  fund  to  provide  cash  for  the  federal  and  private  revenue 
fund.   The  home  could  also  comply  with  the  intent  of  the  law  by 
making  adjustments  only  at  the  end  of  each  year  to  spend  any  re- 
maining federal  and  private  revenue  fund. 

RECOMMENDATION 

We  recommend  that  the  home  take  steps  to  reduce  the  number 
of  correcting  entires  made  each  year. 


PURCHASES 

During  the  period  of  our  review,  we  noted  that  the  agency 
continued  to  make  some  local  purchases  without  going  through 


required  purchasing  procedures.   During  the  first  year  of  the 
audit  period,  the  agency  continued  to  make  meat  purchases  through 
a  Kalispell  grocery.   These  purchases  exceeded  $300  and  were  not 
under  state  purchase  order. 

The  home  purchased  a  garbage  disposal  for  $749  during  the 
audit  period.  The  purchase  was  marked  "emergency"  but  no  pur- 
chase order  was  obtained  before  or  after  the  purchase. 

RECOMMENDATION 

We  recommend  that  the  home  comply  with  purchasing  division 
regulations . 

DEPOSIT  OF  REIMBURSEMENTS 

Section  53-1-413  MCA  states  that  the  department  (of  Insti- 
tutions) shall  deposit  payments  of  per-diem  and  ancillary  charges 
in  the  state  treasury  to  the  credit  of  the  general  fund.   The 
department  now  deposits  per-diem  charges  from  members  in  a  federal 
and  private  revenue  account.   These  deposits  appear  to  violate 
the  statute;  however,  there  is  a  conflict  since  the  home  received 
legislative  appropriation  authority  to  spend  the  money  from  the 
federal  and  private  revenue  accounts. 

In  our  opinion,  the  federal  and  private  revenue  account 
should  actually  be  considered  a  part  of  the  general  fund.   At 
the  request  of  agency,  the  financial  statements  at  the  end  of 
this  report  have  included  activity  in  the  reimbursement  account 
as  part  of  the  general  fund.   As  a  result,  the  statements  reflect 
activity  as  if  deposits  were  made  to  the  general  fund.   Because 
of  the  apparent  conflict  between  laws,  we  make  no  recommendations. 


PAYROLL 

Payroll  expenditures  of  $10,306  were  not  reflected  in  the 
home's  accounting  records.   These  employees  were  paid  under  a 
federal  youth  employment  agency  program,  and  checks  were  issued 
by  a  federal  agency.   The  past  two  audit  reports  have  recommended 
that  these  expenditures  should  be  placed  in  the  financial  state- 
ments in  order  to  reflect  the  true  cost  of  operating  the  home, 

RECOMMENDATION 

We  recommend  that  the  home  record  all  personal  service  ex- 
penditures in  the  financial  records. 

PRIOR  RECOMMENDATIONS 

The  prior  audit  report  was  prepared  by  the  Office  of  Legis- 
lative Auditor  and  contained  26  recommendations  for  improvement. 
The  agency  fully  implemented  19  recommendations.   The  home  is 
in  the  process  of  implementing  5  recommendations  relating  to 
correcting  life  safety  codes  and  plant  and  equipment  and  did 
not  comply  with  two  recommendations.   Those  recommendations  dis- 
cussed reporting  payroll  and  revenue  and  are  discussed  in  the 
test  of  this  report. 


AUDITOR'S  OPINION  AND  FINANCIAL  STATEMENTS 


DAVID  L.  SATHER,  JR. 

CERTIFIED  PUBLIC  ACCOUNTANT 

P.O.  BOX  831 
LEWISTOWN,  o  MONTANA  ■>  59457 


November  24,  1982 

The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  examined  the  combined  Balance  Sheets  and  State- 
ments of  Revenue,  Expenditure,  and  Changes  in  Fund  Balance  - 
Budget  and  Actual  of  the  various  funds  and  account  groups  of 
the  Montana  Veterans'  Home  as  of  and  for  the  two  fiscal  years 
ended  June  30,  1982.   Except  as  discussed  in  the  following 
paragraph,  our  examination  was  made  in  accordance  with  gener- 
ally accepted  auditing  standards  and  with  the  Standards  for 
Audit  of  Governmental  Organizations,  Programs,  Activities  and 
Functions  established  by  the  Comptroller  General  of  the  United 
States,  and  accordingly,  included  such  tests  of  the  accounting 
records  and  such  other  auditing  procedures  as  we  considered  nec- 
essary in  the  circumstances. 

The  condition  of  the  accounting  records  related  to  plant, 
property  and  equipment  was  such  that  we  were  unable  to  perform 
certain  auditing  tests  and  procedures  which  we  deemed  necessary 
to  comply  with  generally  accepted  auditing  standards.   Historical 
costs  for  land,  buildings  and  equipment  were  not  available.   The 
statement  of  general  fixed  assets,  required  by  generally  accepted 
accounting  principles  is  not  presented. 
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In  our  opinion,  except  for  the  matter  discussed  in  the 
preceeding  paragraph,  the  financial  statements  referred  to 
above  present  fairly  the  financial  position  of  such  funds  and 
account  groups  of  the  Montana  Veterans'  Home  at  June  30,  1982 
and  the  results  of  its  operations  and  the  changes  in  fund  bal- 
ance of  such  funds  for  the  two  fiscal  years  then  ended,  in  con- 
formity with  generally  accepted  accounting  principles  which, 
except  for  the  change,  with  which  we  concur,  in  the  combination 
of  funds  as  described  in  Note  1  to  the  financial  statements,  have 
been  applied  on  a  consistent  basis. 

The  accompanying  Schedule  of  Federal  Grant  Receipts  is  pre- 
sented for  additional  analysis  and  disclosure  purposes  in  compli- 
ance with  "Guidelines  for  Financial  and  Compliance  Audits  of 
Federally  Assisted  Programs"  and  is  not  a  required  part  of  the 
combined  financial  statements  for  the  Montana  Veterans'  Home. 
This  schedule  has  been  subjected  to  the  auditing  procedures 
applied  in  the  examination  of  the  basic  financial  statements 
and,  in  our  opinion,  is  fairly  stated  in  all  material  respects 
in  relation  to  the  basic  financial  statments  taken  as  a  whole. 


1^  (VcU>'  X  A(umk{ 

David  L.  Sather,  Jr. 


November  24,  1982 
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MONTANA  VETERANS '  HOME 

COMBINED  BALANCE  SHEETS 

ALL  FUND  TYPES 

JUNE  30,  1982 


Fiduc  iary 
GOVERNMENTAL  FUND  TYPES   Fund  Type 
Special 
General      Revenue      Member 
Fund         Fund        Accounts 


ASSETS : 
Cash 

Accounts  Receivable 
Inventory  At  Cost 
Available  to  Pay 
Accrued  Expenses 

Total  Assets 


$   1,425 

109,641 

46,721 

91  ,  519 
$249, 306 


$80, 273 


$80, 273 


$1,650 


$1,650 


LIABILITIES  AND  FUND  BALANCES 
Accounts  Payable 
Due  to  Consolidated  Entity 
Deferred  Revenue 
Property  Held  in  Trust 

Total  Liabilities 


92,225 
50,952 
59,408 


$202,585 


145 


145 


1  ,650 


$1 .650 


FUND  EQUITY: 
Investment  in  Inventory 
Fund  Balance 

Total  Fund  Equity 


46,721 
-0- 

46,721 


80.  128 


J0,12f 


-0- 


-0- 


Total    Liabilities    and 
Fund    Equity 


$249,306  $80,273 


$1,650 


The  accompanying  notes  are  an  integral  part  of  this  statement 


MONTANA  VETERANS '  HOME 

COMBINED  STATEMENT  OF  REVENUES,  EXPENDITURES,  AND 

CHANGES  IN  FUND  BALANCE  -  BUDGET  AND  ACTUAL 

GENERAL  AND  SPECIAL  REVENUE  FUND  TYPES 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1981 


GENERAL  FUND 


Budget 


Actual 


Variance 
Favorable 

(Unfavorable] 


REVENUES: 

Reimbursements  $357,052     $487,519 

Rentals,  Royalties,  Interest                  5,654 

Federal  Assistance  

Total  Revenues  357,052      493,173 


$130,467 
5,654 


136,121 


EXPENDITURES: 

Care  and  Custody 


896,240 


851,829 


44,411 


EXCESS  OF  CURRENT  REVENUES 
OVER  (UNDER)  EXPENSES 


539,188) 


358,656: 


180,532 


OTHER  FINANCING  SOURCES  (USES) 

Prior  Year  Adjustments  (2,931)      (2,931)  -0- 

Support  from  General  Fund/ 

Special  Revenue  Fund  (542,119)    (361,587)       180,532 


EXCESS  OF  REVENUES  OVER 
(UNDER)  EXPENDITURES  AND 
OTHER  SOURCES  (USES) 


-0- 


-0- 


-0- 


FUND  BALANCE  JULY  1,  1980 


-0- 


-0- 


-0- 


FUND  BALANCE  JUNE  30,  1981 


$     -0- 


$     -0- 


$     -0- 


The    accompanying  notes  are  an  integral  part  of  this  statement, 
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SPECIAL  REVENUE  FUND 

Variance 
Favorable 
Budget  Actual  (Unfavorable) 


$   3,500  $   4,023  $     523 

294,000  378,475  84,475 


$297,500  382,498  84,998 


307,971  304,473  3,498 


(10,471)  78,025  88,496 


-0-  -0-  -0- 


(10,471)  78,025  88,496 

1,193  1,193  -0- 

$  (9,278)  $  79,218  $  88,496 
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MONTANA  VETERANS '  HOME 

COMBINED  STATEMENT  OF  REVENUES,  EXPENDITURES,  AND 

CHANGES  IN  FUND  BALANCE  -  BUDGET  AND  ACTUAL 

GENERAL  AND  SPECIAL  REVENUE  FUND  TYPES 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1982 


GENERAL  FUND 


Budget 


Actual 


Variance 
Favorable 

;Unf avorable) 


REVENUES: 

Reimbursements  $448,219    $599,904      $151,685 

Rentals,  Royalties,  Interest 

Federal  Assistance  


Total  Revenues 


448,219     599,904 


151,685 


EXPENDITURES: 

Care  and  Custody 


979,120     961,506 


17,614 


EXCESS  OF  CURRENT  REVENUES 
OVER  (UNDER)  EXPENSES 


530,901)    (361,602)      169,299 


OTHER  FINANCING  SOURCES  (USES) 
Prior  Year  Adjustments 
Support  from  General  Fund/ 
Special  Revenue  Fund 


(166)       (166)  -0- 

531,067     361,768       169,299 


EXCESS  OF  REVENUES  OVER 
(UNDER)  EXPENDITURES  AND 
OTHER  SOURCES  (USES) 


-0- 


-0- 


-0- 


FUND  BALANCE  JULY  1,  1981 


-0- 


-0- 


-0- 


FUND  BALANCE  JUNE  30,  1982 


-0-    $     -0- 


-0- 


The  accompanying  notes  are  an  integral  part  of  this  statement, 
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SPECIAL  REVENUE  FUND 


Variance 
Favorable 
Budget  Actual  (Unfavorable) 


$   4,000  $   3,823  $   (177: 

324,330  322,485  (1,845; 


328,330  326,308  (2,022; 


325,557  325,541  16 


2,773  767  (2,006; 


143  143  -0- 


2,916  910  2,006 


79,218  79,218  -0- 


$  82,134  $80,128  $  (2,006) 


16 


MONTANA  VETERANS '  HOME 

NOTES  TO  THE  FINANCIAL  STATEMENTS 

June  30,  1981  and  June  30,  1982 

1.   SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

Montana  Veterans '  Home  is  an  institution  of  the  Department 
of  Institutions  which  operates  under  a  superintendent  appointed 
by  the  Director  of  the  Department  of  Institutions. 

The  following  is  a  summary  of  the  significant  accounting 
policies . 

A.   Basis  of  Presentation 

The  financial  statements  are  prepared  from  the  Statewide 
Budgeting  and  Accounting  System.   Accounts  are  organized  on  the 
basis  of  funds,  each  of  which  is  considered  a  separate  accounting 
entity.   The  operations  of  each  fund  are  accounted  for  with  a 
separate  set  of  self-balancing  accounts  that  comprise  its  assets, 
liabilities,  equities,  revenues,  and  expenditures. 

The  following  fund  types  are  used: 

General  Fund  -  accounts  for  all  financial  resources  except 
those  required  to  be  accounted  for  in  another  fund. 

Special  Revenue  Fund  -  Accounts  for  the  proceeds  of  specific 
revenue  sources  that  are  legally  restricted  to  expenditure 
for  specific  purposes.   This  fund  contains  the  state,  federal 
and  private  revenue  entities  at  the  institution.   Legislative 
appropriation  is  required  to  spend  from  this  fund. 

Trust  and  Agency  Fund  -  accounts  for  assets  held  in  trust  or 
as  an  agent  by  the  department  for  others.   The  major  sources 
of  receipts  to  this  fund  are  donated  funds.   A  legislative 
appropriation  is  not  required  to  spend  from  this  fund. 
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B.  Basis  of  Accounting 

The  modified  accrual  basis  of  accounting  is  followed  by 
the  governmental  and  fiduciary  fund  types.   Under  the  modified 
accrual  basis  of  accounting,  revenues  are  recorded  when  received 
in  cash  unless  susceptible  to  accrual;  i.e.,  measurable  and  avail- 
able to  finance  the  institution's  operations  or  of  a  material 
amount  and  not  received  at  the  normal  time  of  receipt.   Expen- 
ditures are  recorded  when  a  valid  obligation  is  incurred. 

C .  Encumbrances 

Encumbrance  accounting,  under  when  purchase  orders,  con- 
tracts, and  other  commitments  for  the  expenditure  of  funds  are 
recorded  in  order  to  reserve  that  portion  of  the  applicable  ap- 
propriation, IS  employed  in  the  governmental  funds.   At  year-end, 
in  accordance  with  state  policy,  major  qualifying  encumbrances 
are  reclassified  as  payables  and  are  charged  to  expenditures. 

D.  Vacation  and  Sick  Leave 

Employees  accrue  eight  hours  of  sick  leave  and  ten  hours  of 
vacation  leave  each  month.   Vacation  leave  accrual  rates  increase 
after  ten  years  of  service.   In  the  event  of  termination,  an  em- 
ployee is  paid  for  100  percent  of  accumulated  vacation  and  25 
percent  of  accumulated  sick  leave.   Accumulated  vacation  and  sick 
leave  monetary  liability  is  not  calculated  until  an  employee  ter- 
minates and  is  not  readily  determinable  at  June  30,  1982. 
2.   PENSION  PLAN 

Employees  are  covered  by  the  Montana  Public  Employees'  Re- 
tirement System  (PERS).   This  plan  is  administered  by  the  State 
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of  Montana.   All  eligible  employees  contribute  6  percent  of 
their  salary  to  PERS ,  while  the  institution  contributes  6.2 
percent  of  the  employee's  salaries  and  wages  to  the  plan.   The 
institution's  contribution  to  the  plans  for  the  year  ended 
June  30,  1981  was  $44,469  and  for  the  year  ended  June  30,1982 
was  $49,242.   At  June  30,  1980  the  Public  Employees'  Retirement 
System  was  determined  to  be  actuarially  sound  as  reported  by 
the  systems'  actuary.   The  unfunded  past  service  costs  and  the 
actuarially  computed  value  of  the  vested  benefits  are  not  readily 
available  for  members  of  the  plans  employed  by  the  institution. 

3.  INSURANCE 

The  Montana  Veterans'  Home  is  insured  by  Montana's  self- 
insurance  plan  administered  by  the  Department  of  Administration. 

4.  BUDGET  INFORMATION 

A  fixed  annual  basis  of  budgeting  is  utilized.   Under  the 
fixed  annual  method,  appropriations  of  specific  dollar  amounts 
are  set  for  each  fiscal  year  of  a  biennium  by  the  Legislature. 
Appropriations  control  financial  operations  during  each  fiscal 
year.   At  the  end  of  each  year.  General  Fund  and  Special  Revenue 
Fund  appropriation  authority  reverts  to  the  fund  of  original 
appropriation.   The  reverted  appropriation  authority  may  be  used 
in  the  subsequent  year  as  authorization  for  valid  prior  year  ob- 
ligations.  Budget  amendments  represent  the  authorization  to 
spend  funds  not  available  for  consideration  by  the  legislature. 
They  are  subject  to  approval  by  the  Governor. 
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5.  INVENTORY 

Inventory  is  valued  at  the  most  recent  price  paid  for  each 
item.   This  method  approximates  FIFO  in  that  the  inventory  at 
the  home  is  generally  comprised  of  rapid  turnover  items. 

6.  BENEFITS 

The  institution  provides  one  meal  per  shift  to  all  employees 
as  a  historical  or  union  benefit.   The  approximate  direct  food 
costs  of  these  meals  for  fiscal  year  1981  is  $12,825  and  for  1982 
is  $10,268. 

7.  CONSTRUCTION 

The  home  received  appropriation  authority  and  expended  the 
following  amounts  during  the  audit  period  for  major  construction. 
These  expenditures  are  made  by  the  Architecture  and  Engineering 
Division  of  the  Department  of  Administration. 

Expenses  for      Expenses  for 
year  ended       year  ended 
Purpose  Appropriation     June  30,  1981     June  30,  1982 

Roof  Repair 

(Expended  prior  to 

June  30,  1981  - 

17,882)  $    30,000        $  6,477 

Waterline  Replacement 
(expended  prior  to 
June  30,  1981  - 
39,447)  72,000         32,370 

Nursing  home,  ]<:itchen 

repair  and  sprinkler 

system.  1,918,300  $80,286 
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MONTANA  VETERANS'  HOME 


Schedule  of  Federal  Grants 


Year  Ended         Year  Ended 
June  30,  1981     June  30,  1982 


Veterans'  Administration 

payments  for  NuLoing  Home 

and  Domiciliary  care.  $371,184  $322,483 
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AGENCY  REPLY 


DEPARTMENT  OF  INSTITUTIONS 


TEDSCHWINDEN  GOVERNOR 


1539  11TH  AVENUE 


STATE  OF  MONTANA 


406)449  3930 


HELENA  MONTANA  59620 


December  21 ,  1982 


Mr.  David  L.  Sather,  Jr. 
Certified  Public  Accountant 
P.  0.  Box  831 

Suite  258,  Montana  Building 
Lewlstown,  Montana  59457 

Dear  Mr.  Sather: 

We  have  reviewed  the  comments  section  of  the  audit  report  for  Montana 
Veterans'  Home. 


The  report  provides  a  very  welcome  service  and  is  sincerely  appreciated. 
The  response  to  your  recommendations  is  attached. 


Sincerely, 


CVSrbt 
Attachment 


CARROLL  V.  SOUTH 
Director 


^W' 
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Montana  Veterans'  Home  Audit 
Recommendations  and  Responses 


Recommendation  ill 

We  recommend  that  the  home  record  gifts  and  donations  in  the  home's 
financial  records. 

Response 

We  concur  with  the  recommendation  to  record  gifts  and  donations  received  hy 
the  home  from  the  Montana  Veteran's  Home  Memorial  Foundation  on  the  Statewide 
Budget  and  Accounting  System.  The  financial  statements  should  be  adjusted  to 
reflect  the  amount  received  during  fiscal  years  82  and  83. 

We  do  not  concur  with  the  recommendation  to  record  the  bakerv  goods  donated 
to  the  home  on  SBAS.  Under  statement  1:  "Governmental  fund  type  GAAP  financial 
reporting  is  intended  to  facilitate  effective  control  over  a  government's 
"available  spendable  resources"  by  reporting  its  detailed  sources  and  uses  of 
net  current  assets.  If  cost  of  services  information  on  governmental  fund  type 
activities  is  desired,  it  must  be  presented  as  supplementary  data  outside  of 
governmental  GAAP  financial  statements."  Therefore,  since  bakery  goods  are  not 
a  spendable  resource  and  it  can  be  used  only  for  the  purpose  it  was  intended, 
they  should  not  be  recorded  on  SBAS.  We  do  belie'^e  it  should  be  a  footnote  to 
the  financial  statements  for  82  and  83  fiscal  vears. 


Recommendation  #2 

We  recommend  that  the  home  implement  an  adequate  property  management 
system. 

Response 

We  concur.  The  Property  Management  System  wil]  be  completely  implemented 
in  January  1983. 

Recommendation  #3 

We  recommend  that  the  home  take  steps  to  reduce  the  number  of  correcting 
entries  made  each  year. 

Response 

The  Veteran's  Home  will  attempt  to  keep  J.V.  entries  to  a  minimum;  however, 
all  necessary  entries  will  be  made  to  comply  with  MCA  17-2-108  which  states  that 
expenditures  should  be  made  from  other  funds  before  spending  General  Fund. 
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Recommendation  //4 

We  recommend  that  the  home  comply  with  purchasing  division  regulations. 

Response 

We  concur.  The  Montana  Veterans  Home  will  comply  with  purchasing  division 
regulations. 

Recommendation  #5 

We  recommend  that  the  home  record  all  personal  service  expenditures  in  the 
financial  records. 

Response 

We  do  not  concur  with  this  recommendation.  Payroll  expenditures  of  $10,306 
were  not  reflected  in  the  home's  accounting  records  CSBAS)  because  these 
employees  were  paid  under  a  federal  youth  employment  agency  program  and  checks 
were  issued  by  a  federal  agency.  The  home  is  providing  training  to  the 
individuals  in  the  program  and  the  positions  are  not  a  vital  part  of  the 
operation  of  the  home.  We  believe  the  payroll  expenses  should  be  reflected  as  a 
footnote  to  the  financial  statements.  (See  attached  Memo  from  Department  of 
Administration. ) 
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DEPARTMENT  OF  ADMINISTRATION 

ACCOUNTING  DIVISION 


TED  SCHWINDEN,  GOVERNOR 


ROOM  255.  MITCHELL  BUILDING 


STATE  OF  MONTANA' 


I406)  449-3092 


HELENA.  MONTANA  59620 


MEMORANDUM 

TO:        Bobbie  Dixon 

Department  of  Institutions 

FROM:      Kathy  Fabiano  ^^ 

Accounting  Division 

DATE:     December  21,  1982 

SUBJECT:   Veterans'  Home  Payroll  Costs 


Following  is  my  response  to  your  questions  concerning  payroll  costs 
paid  by  a  federal  agency  to  an  individual  training  at  the  Veterans' 
Home. 

Expenditures,  not  expenses,  are  measured  in  governmental  fund 
accounting.   To  report  payroll  costs  that  did  not  require  an 
expenditure  in  the  Home's  financial  statements  would  be  inappropriate. 
Governmental  fund  type  financial  reporting,  according  to  generally 
accepted  accounting  principles  (GAAP) ,  is  not  intended  to  provide 
cost  of  services  information.   Rather,  it  is  intended  to  facilitate 
effective  control  over  a  government's  "available  spendable  resources" 
by  reporting  sources  and  uses  of  net  current  assets  (fund  balance) . 
Since  the  Home  does  not  pay  the  individual's  salary,  there  is  no 
"use"  of  resources  to  report. 

If  for  some  reason  cost  of  services  information  on  governmental 
fund  type  activities  is  desired,  it  should  be  presented  as  supple- 
mentary data  outside  of  the  GAAP  financial  statements.   Since  in  the 
near  future  the  Statewide  Budget  and  Accounting  System  (SBAS)  will 
be  in  accordance  with  GAAP  wherever  it  is  efficiently  and  economically 
possible,  we  prefer  that  this  non-GAAP  activity  not  be  recorded  on 
SBAS.   However,  we  will  make  an  exception  if  the  activity  is  of 
sufficient  materiality  and  the  requesting  agency  provides  us  with 
adequate  justification. 

KB/taf 
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